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Abstract 
 
With the economies of the developed world in dire straits, and signs of recovery seeming increasingly remote, the 
onus of ushering in a new wave of economic growth has fallen squarely on the shoulders of the BRIC countries 
(Brazil, Russia, India, China). How these countries will respond to this herculean task will depend upon numerous 
factors: one of them being trends in their inward and outward Foreign Direct Investments (FDIs). This paper attempts 
to analyze the past, present and future of FDI policies in BRIC countries and their effects on the health of the 
economy worldwide. The critical points of analysis of this paper are as follows: (i) To compare data and history of 
FDI trends in BRIC countries over the last 10 years; (ii) To analyze the effect of government policies on foreign trade 
in BRIC countries; (iii) To establish an understanding of the effect of the ongoing economic crisis on the existing FDI 
patterns of developing countries; and (iv) To explore scope for changes in FDI policies in BRIC countries in the 
future (especially India) and predicting their possible effects. We hope that the analysis done in this paper will serve 
to shed at least an iota of light on the daunting task of decisively understanding economic growth paradigms in the 
BRIC nations and their potentially cascading effects on the future economic sustainability of the planet. 
 
© 2011 Published by Elsevier Ltd. Selection and/or peer-review under responsibility of Symbiosis 
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1. Introduction 
 
 The world is going through one of its toughest times economically. Having barely emerged from one 
of the most severe recessions in recent times, it faces another financial meltdown in the near future. The 
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developed countries are in dire straits and it is finally time for the developing countries to take center 
stage. At this crucial juncture of economic history, four countries seem to be strategically in a much better 
position than the rest to cement their place as the next economic and political powerhouses of the world. 
With their galloping growth rates which has consistently outperformed a host of other developed countries 
over the past few years: Brazil, Russia, India and China (BRIC’s) are the most likely countries to emerge 
as the next economic powerhouses.  
In this paper, we will attempt to gain some insights into the happenings over the last decade that has 
resulted in the present economic condition of the four mentioned countries with respect to one variable, 
namely: Foreign Direct Investment. An attempt has also been made to establish a relationship between 
FDI and the gross domestic product of the BRIC countries over the previous decade. 
 
2. Government policies 
 
2.1. India 
 
 
Traditionally speaking, most of India’s economic policy changes have come as a response to crises. 
After decades of focusing on the industrial revolution in their five year plans, the government finally 
started focusing on agricultural reforms in the country in the late 1960’s in response to the massive food 
Sector % of FDI cap Entry route 
Agriculture and Animal Husbandry  
(selected areas) 
100 Automatic 
Tea Plantations 100 Government 
Mining 100 Automatic/Government 
Defense 26 Government 
Power 100 Automatic 
Civil Aviation Sector Varies for different particulars 
within the sector 
 
Banking Private Sector 74 Automatic-till 49% 
Government-from 49% to 74% 
Banking Public Sector 20 Government 
Broadcasting 
 
Terrestrial broadcasting FM-20 
Cable Network-49 
Direct to Home-49 
Government 
Infrastructure 100 Automatic 
Insurance  26 Automatic 
Non-Banking finance companies  100        Automatic 
Petroleum-Exploration 100 Automatic 
Petroleum-Refining 49 Government 
Print Media 26 
100 (For publication of scientific 
journals) 
Government 
Satellites 74 Government 
Telecommunication 74 Automatic-till 49% 
Government-from 49% to 74% 
Trading-Cash and Carry 100 Automatic 
Trading-Single Brand Product 51 Government 
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shortages which eventually led to the dawn of the Green Revolution. The infamous “Hindu” rate of 
growth led the government to finally restructure the economy and usher in liberal economic reforms in 
the country such as reduction of trade barriers, lessening direct tax rates for individuals and corporates 
and elimination of the “licensing raj”. The government also made it easier for foreign investment to enter 
into the country. India’s foreign direct investment policy is regulated by the “Department of Industrial 
Policy and Promotion” which falls under the “Ministry of Commerce and Industry-Government of India”. 
According to the “Consolidated FDI policy” released by the above mentioned department, a brief 
description of India’s current policies is given below: There are two entry routes for investment: 
a) Automatic Route: Under this route the non-resident investor does not need to take prior approval from 
the RBI or the Government of India for investing in certain sectors. 
b) Government Route: Under this route prior approval from the Government of India via the Foreign 
Investment Promotion Board is required. 
The table above gives an overall view of the percentage of FDI cap existing in various sectors along 
with their pre-defined entry route. 
 
2.2. Brazil 
 
From being virtually wiped off the FDI map to becoming the country that attracts the second largest 
foreign investments in the world, Brazil has indeed come a long way in terms of its FDI policies. “Import 
substitution” (a policy that advocates replacing imports with domestic production) was the hallmark of 
Brazil’s government policies in the 80’s. They had divided all companies into two types:  
a) Brazilian company of national capital 
b) Brazilian company of foreign capital  (Regis Bonelli 2010) 
This gave the government a legal basis to discriminate between companies in which foreign 
investment was involved. Sectors such as oil and gas, petrochemicals, telecommunications and postal 
services were exclusively reserved for companies of national capital. Such policies led to the decline of 
foreign investment in the country. However all this changed in the 90’s when on the basis of 
recommendations by the Foreign Investment Advisory Service (FIAS), the above mentioned protectionist 
policies were abolished and new liberal reforms were ushered in.  A separate investment promotion 
agency named “Investe Brasil” was set up to promote FDI. The foreign direct investment inflows in terms 
of equity capital from various countries for the last two years are as shown below: 
 
Country 2010 (%) 2011 (%)  
Netherlands 12.7    30.7  
United States 11.8   13.1  
Spain 2.8   13.0  
Japan 4.7   12.1  
United Kingdom 1.9    4.9  
France 6.5    3.6  
Austria 6.3    3.5  
Luxembourg 16.4    2.5  
Canada 1.4   2.3  
South Korea 2.0   1.5  
Switzerland 12.2   1.4  
British Virgin Islands 1.7   1.2  
Germany 1.1   1.2  
Rest of the world 18  9.2 
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As can be seen from the tables given below the countries that majorly invest in Brazil in terms of 
equity capital are Netherlands, United States, Spain and Japan. 
 
2.3. China 
 
China is by far the star performer in all areas within the BRIC countries. Having progressively 
reformed its FDI policies since the early 90’s, China has ended up attracting the largest amount of FDI 
over the last 18 years among developing countries. Certain parts of China have been accorded special 
status and are governed by a separate set of preferential rules and policies. Policies such as “Develop 
China’s west at full blast” and “Strategy of reviving Rusty Industrial Bases” have helped transform the 
western and north-east regions of China. China has also developed a “Guiding Directory” which divides 
FDI involved projects into 4 categories. 
a) Encouraged projects (262 types) 
b) Allowed projects 
c) Restricted projects (75 types) 
d) Prohibited projects (34 types) (Yunyun Duan, 2010) 
To increase its level of exports China has divided its policies into 3 types namely: compulsory, 
voluntary and neutral. Since China accession into the WTO certain provisions of China’s policies have 
been amended to make it compatible with the terms of various multilateral trade agreements of the WTO. 
China’s foreign investment also tends to be more “export-oriented” than “domestic market seeking”. 
Considering the low labor costs and China’s amazing capacity to be a production base most foreign firms 
find China to be an ideal place to manufacture and subsequently export to other countries. China’s inward 
FDI is substantially higher than its outward FDI; however a considerable effort is being put in by the 
Chinese government to increase their FDI outflow. The FDI outflow by region for the last few years is as 
shown below: 
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Fig. 1. FDI outflow by region 
 
2.4. Russian Federation 
 
Since the downfall of the Soviet Union in 1991, Russia has been grappling with the onerous task of 
trying to restructure its foreign investment policies and repositioning itself into the global trading system. 
After the economic and political slump of the Yelstin era, it was not until 2006 that Russia finally 
witnessed a significant growth in its FDI inflows. Majority of foreign investment inflows into Russia is in 
the energy and manufacturing sector. Russia has bucked the trend of services dominating the FDI inflows. 
The four major countries that invest in Russia are Cyprus, Netherlands, United Kingdom and 
Luxembourg. Although restrictions on FDI trade in gas and banking sectors have been decreased to a 
certain extent, restrictions on insurance, transport and electricity continue to remain. These FDI barriers 
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along with other issues such as administrative barriers, infrastructure issues and poor enforcements of 
intellectual property rights are the main problems plaguing Russian foreign direct investment.  
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 Fig. 2. Inward position of FDI at year end (US dollars at current prices and current exchange rates in millions) 
 
 
 
Fig. 3. Outward position of FDI at year end (US dollars at current prices and current exchange rates in millions) 
 
 
 
Fig. 4. FDI inflows (US dollars at current prices and current exchange rates in millions) 
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Fig. 5. FDI outflows (US dollars at current prices and current exchange rates in millions) 
 
Source: Data extracted on 18th August 2011 from UnctadStat.unctad.org 
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3. Relation between FDI and GDP 
 
In order to attempt to establish a relationship between foreign direct investment and the gross 
development product for the BRIC countries over the last decade, we have done the following analysis: 
a. A scatter plot was drawn to get an idea of the relation between FDI inflows and GDP of the BRIC 
countries from the year 2000 to 2010. 
b. The equation of the relation was obtained using the appropriate regression model. 
c. The coefficient of determination was obtained to establish the fit of the equation found with the 
given data. 
d. The scatter plots were analyzed and factors affecting the equation were discussed. 
Independent variable: FDI inflow 
Dependent variable: GDP (real) 
 
3.1. India 
 
Table 3. Data source-Unctadstat.unctad.org 
 
Year India FDI inflow (billions USD) India GDP (real) (Billions USD) 
2000 3585 467787.9305 
2001 5472 482967.8985 
2002 5627 504946.4136 
2003 4323 591332.3521 
2004 5771 714800.7531 
2005 7606 840470.441 
2006 20336 945544.4074 
2007 25483 1196622.026 
2008 43407 1281329.76 
2009 35597 1287291.948 
2010 24616 1623804.344 
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Table 4. 
Summary output 
Regression Statistics 
Multiple R 0.826555185 
R Square 0.683193474 
Adjusted R Square 0.643592658 
Standard Error 231255.4425 
Observations 10 
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  Coefficients Standard Error t Stat P-value 
Intercept 545026.4416 121283.9206 4.493806258 0.002018559 
3585 22.54763814 5.428517824 4.153553304 0.003193351 
Equation: y=545026.4416 + 22.54763814x;            Coefficient of determination: 0.683193474 
 
3.2. Brazil 
 
Table 5. Data source-Unctadstat.unctad.org 
 
Year Brazil-FDI INFLOW Brazil-GDP 
2000 32779.24 644728.9234 
2001 22457.353 554187.2775 
2002 16590.204 506040.5131 
2003 10143.525 552383.9949 
2004 18145.883 663732.8948 
2005 15066.292 882043.9486 
2006 18822.208 1089254.334 
2007 34584.901 1366853.758 
2008 45058.156 1638638.685 
2009 25948.58 1571956.944 
2010 48459 2061351.704 
 
 
Fig. 7. Brazil FDI inflow 
 
Table 6. SUMMARY OUTPUT 
Regression Statistics 
Multiple R 0.876146019 
R Square 0.767631846 
Adjusted R 
Square 0.738585827 
Standard 
Error 279811.1609 
Observations 10 
  Coefficients 
Standard 
Error t Stat P-value     
Intercept 148134.2674 203223.5 0.728923 0.486837     
32779.24 36.8428588 7.166715 5.140829 0.000884     
Equation: y=148134.2674+ 36.8428588x;   Coefficient of determination: 0.767631846 
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3.3. China 
 
Table 7. Data source-Unctadstat.unctad.org 
 
Year China-FDI INFLOW China-GDP 
2000 38398.7 1192836.266 
2001 44241.3 1316557.936 
2002 49308 1454040.328 
2003 47076.7 1647918.277 
2004 54936.5 1936501.835 
2005 117200 2302719.161 
2006 124100 2779871.001 
2007 160100 3458332.909 
2008 175100 4416103.548 
2009 114200 4984426.324 
2010 185000 5871798.111 
 
 
 
 
 
 
Table 8. SUMMARY OUTPUT 
Regression Statistics 
Multiple R 0.851232923 
R Square 0.72459749 
Adjusted R Square 0.690172176 
Standard Error 892053.6179 
Observations 10 
  
Coefficie
nts Standard Error t Stat P-value 
Intercept 
375791.
7301 641060.3607 0.586203349 0.57390183 
38398.7 
24.6534
8328 5.373643244 4.587852628 0.001783572 
Equation: y=375791.7301+ 24.65348328x;      Coefficient of determination: 0.72459749 
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3.4. Russian Federation 
 
Table 9: Data source-Unctadstat.unctad.org 
 
Year Russia-FDI INFLOW Russian Federation-GDP 
2000 2714.23 259717.8362 
2001 2748.286 306617.5749 
2002 3461.132 345488.3251 
2003 7958.12 431487.9745 
2004 15444.371 591666.3722 
2005 12885.808 764567.7597 
2006 29701.427 989427.9367 
2007 55073.198 1300118.977 
2008 75002.416 1667600.234 
2009 36500 1230724.037 
2010 42868 1473834.901 
 
 
 
 
SUMMARY OUTPUT 
Regression Statistics 
Multiple R 0.9530908 
R Square 0.908382073 
Adjusted R Square 0.896929832 
Standard Error 158275.2729 
Observations 10 
  Coefficients Standard Error t Stat P-value 
Intercept 363045.0186 79238.98967 4.581646234 0.001798127 
2714.23 19.42561543 2.181151071 8.906130204 2.00148E-05 
Coefficient of determination: 0.908382073; Equation: y=363045.0186+ 19.42561543x 
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3.5. Comments 
 
x The relationship between GDP and FDI inflows for the BRIC countries over the last 10 years can be 
reasonably approximated to a linear equation with a positive slope. 
x The last recession of 2008-09 has had a considerable impact on the FDI inflows into the BRIC nations. 
Although China, Brazil and Russia have shown some signs of recovery, India is yet to get its FDI 
inflows back on track. 
x A reasonable approximation of FDI levels in the coming years can be calculated using the derived 
equations if the effect of the European debt crisis is not too severe. 
x Although a linear relationship is observed graphically it would be incorrect to attempt to establish a 
cause-effect relationship between FDI and GDP due to the nature of the statistical tool employed and 
the relative small percentage ratio between FDI and GDP. 
 
4. The Indian connection 
 
India is the only country that was not able to bounce back in terms of FDI inflows and outflows in 
2009 among the BRIC countries as seen in the graphs above. This does not bode well for India’s ability to 
bounce back in the face of economic hardship given its current economic policies. The current European 
crisis will again test India’s mettle as an attractive foreign investment destination. Substandard 
infrastructure, bureaucracy and corruption spread at all levels will be the biggest thorn in India’s flesh as it 
tries to re-achieve the FDI levels it had attained in the glory days of 2007. Some of the general problems 
that India will be looking at in the near future are: 
x Inability of foreign companies to invest: The economic crisis has hit the developed countries hard in 
terms of their ability to invest abroad. The pressure to perform and deliver in terms of profits has made 
companies think ten times before deciding to take the leap and invest. Also tighter credit norms have 
made it very difficult for companies to have access to the kind of money that is required to invest. The 
stock markets too have taken a beating in the current scenario and the earlier popularly utilized option 
of turning to stock markets to raise finances is no longer viable (Neil Patterson et al., 2009).  
x Negative market sentiments: Even companies with the ability to invest prefer to play it safe in the 
current economic mode. The perceived risk has been magnified to such levels that even the most 
promising project would be rejected outright without even batting an eyelid.  
x India’s environment policies: There has been a huge “development vs environment” debate that has 
been at the heart of Indian policy making for the last few years and the fact remains that even after all 
the debate India still does not have a comprehensive implementable policy that would ensure that the 
country heads in the right direction. Delays in clearing projects are a huge deterrent to future 
investment possibilities in the country. 
x Corruption: India ranks as one of the most corrupt countries in the world. Trans-national companies 
investing in India find the need to grease palms at every level to get work done as one of the most 
atrocious requirements to be fulfilled.   
x Bureaucracy: The amount of time taken to get work done even without considering corruption is huge 
due to the excessive protocols, rules and procedures that have been formulated. The inordinate delay 
due to licensing procedures, bidding formalities and other transactions are highly frustrating and do not 
help to serve India’s image as an investor friendly country. 
x Infrastructure: The appalling lack of amenities like proper roads, connectivity via waterways, ports 
and terminals, railways, etc increase the overall costs of any project and decrease the investments in 
the country.  
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5. Suggestions (India specific) 
 
Strategic Disinvestment: Considering the dire position India is in right now in terms of FDI inflows, 
we are in urgent need of a stimulus that will help change the scenario and pump some money into the 
economy. The government should develop a clear roadmap to encourage participation from foreign 
nationals and individuals into the auctioning process. This policy if properly implemented can act as a 
magnet for incoming FDI. It will also usher in foreign management, technical expertise, knowledge and a 
competent work culture into the public sector that is renowned for its inefficiency. 
FDI in trade (multi-brand retail): It is high time for the Indian policy makers to look beyond short 
term benefits and adopt a vision for the future that ensures efficiency at all levels of supply chain and an 
increase in efficiency. The current condition of the retail industry in India is pathetic in terms of 
infrastructure, transportation facilities and storage systems. Somebody within the government needs to 
stand up above the local politics and usher India into a new age of economic efficiency. (Dr. Swapna S. 
Sinha et all. 2007) 
Guard against protectionism: It would be very easy for India to slip back into the mode of “import 
substitution” in an effort to protect the local industry and appease the voters. This policy can have long 
term detrimental effects on the economy. 
Infrastructure incentives: The problems of the country would be ameliorated to a large extent if 
foreign capital, expertise, knowledge and skill could be roped in for improving infrastructure in the 
country. Such capital intensive projects would provide a huge boost to incoming FDI and would 
effectively address some of the core issues in the country. The initiation of special incentives and offers 
for the same could also be considered keeping in mind the criticality of the issue. 
FDI outflow: FDI outflow from India has also taken a huge hit since the economic recession of 2008 
and the European debt crisis will definitely not help much either. Specific policies and incentives should 
be offered to Indian companies to initiate growth on the other side of the spectrum. 
Image makeover: India needs a serious image makeover in terms of its ability to fight corruption and 
provide a safe corruption free environment to foreign companies to invest and thrive. 
 
6. Conclusion 
 
The structure of the economic world seems to be changing as BRIC countries are now being called 
upon to finance bailout packages in the developed world. India being the only country among BRIC 
nations that has not bounced back after 2008 economic crisis in terms of FDI (both inflow and outflow). 
India needs to prove itself to stake a claim for the privileged position of being one of the front runners of a 
future economic superpower. It has to take critically pertinent steps in near future to revive its fast losing 
reputation, especially in the face of another financial crisis that seems to be looming large over the world. 
Although the complex nature of international trade and its effects seem difficult to accurately model on 
paper efforts need to be made to understand the complexities of the subject. It might just be the difference 
between India and China when the time comes to announce the next economic superpower of the world! 
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